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MODERN ACCOUNTING
FUNCTIONS IN MANAGEMENT
By MR. R. F. ANDERSON, American Seating Company, Grand Rapids, Michigan
Up until a few years ago, accounting was system is designed to hold all levels of man
principally the function in a business which agement accountable for operating within a
kept records on income and expenses; budget and officers and plant managers are
checked the records to verify accuracy; and held responsible for earning a profit on the
published periodic financial statements of assets which are employed in the operation.
Using the case study method, I would like
the condition of the business as reflected
to outline the accounting system used by
through past events.
Those functions are still important, but the Ford Motor Company to move from a
in a modern company, an even more im loss position to one of the top ten companies
portant function of accounting can be in this country in the space of ten years.
When the reorganization of the Ford
found in the area of profit responsibility
and measurement of progress of the com Motor Company was started about ten years
pany. We have all recognized the fact that, ago, management realized that to accom
in most financial reports, the income state plish its goal of giving the public fine cars
ment has become more significant than the at the lowest possible price, it would be
balance sheet. Management, stockholders, necessary to attain much greater efficiency
and other interested parties are more con than had ever been considered possible. This
cerned with the progress of the company required not only modernization of facilities
as shown in dollars on the income statement but also elimination of waste in materials,
than a position evaluation as shown on the labor and supervision. Comprehensive cost
balance sheet.
control was the logical answer to the prob
In most larger corporations, accounting lem. Cost control at Ford was designed to
functions such as the forecast of working cover not only small parts plants which
capital, determination of costs, formulation manufactured such items as generators,
of budgets and the like, have become neces starters, distributors, head lamps, but also
sary tools in the making of management glass operation, steel mill operations, metal
decisions. Smaller businesses also are mak fabrication, and the final assembly of cars
ing greater use of accounting as a tool of in the Ford, Lincoln and Mercury assembly
management. The record-keeping function plants.
of accounting has been largely delegated
An engine block, for example, started out
to machines as we have moved from the as iron pre in the steel mill. The pig iron
single-purpose cash register and adding ma moved to the foundry for casting, and the
chine to the versatile bookkeeping machines cast block was transferred to the casting
and integrated data processing equipment machine plant for machining; after machin
which can compute, print, record and dis ing, it went to the engine plant where the
tribute payrolls for thousands of employees. block became part of the complete motor,
The machines, however, can only supply and then the motor was shipped to the as
the raw data for accounting. An analysis sembly plant to become part of the finished
and interpretation of the data still requires automobile. In a few words, cost control
the skill and judgment of trained account at the Ford Motor Company was designed to
ants.
to control purchase of materials, and the
Progressive companies recognize that transportation and processing of those ma
after they have established a good organi terials from raw products to highly com
zation, there must be financial planning and plex products by some 182,000 men and
cost control in order to get the most effec women in various plants. The Ford system
tive performance from that organization. was formulated to control expenditures for
The financial planning and cost control engineering, administrative and commercial
should be designed to regulate revenues as expenses, direct labor, manufacturing over
well as costs and to be effective from the head, and special tools and facilities. Four
day the research or engineering depart phases were involved in the Ford system:
ment first conceives a product or model until
1. Control during the design stage of
production has been completed, the product
the proposed product or model.
delivered and the money collected. Such a
2. Preparation of the expense budget.
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3. Preparation of the profit budgets and company’s product line.
price studies.
4.
Financial control during production. Preparation of Expense Budgets
After the engineering department has
Control During the Design Stage
completed the design of a product within
Control during the design stage is ac the designed cost objective, budgets must
be prepared so that costs can be controlled
complished in the following steps:
Demand studies—This is the determination during production, and cost and revenue
of volume goals, which begins with the factors must be restricted so that a price
study of trends in such fields as population, can be set in the light of the most recent
national income and distribution, and con conditions. The preparation of expense
sumer volume patterns. These factors help budgets includes the preparation of bills
to establish the total market potential for of material, direct labor bills, manufactur
several years in the future. Consideration ing overhead budgets, administrative and
also must be given to the position of the commercial expense budgets, an estimate
company within its industry. Economic and of special tool expense, an engineering
market research make it possible to esti budget, facilities budgets, and an estimate
of other items of cost.
mate:
Bills of material—As the final product de
1.
Long-run sales expectance.
2. Price class in which it is planned to sign is being determined, engineering de
cisions are made as to the type of construc
sell the product.
3. A reasonable forecast of the volume tion, quantity and class of material for
of sales that may be expected in a each part. These decisions take the form
year. Control, therefore, begins some of engineering releases which provide all
time before the product is actually the necessary details concerning construc
placed on a drawing board or run tion of the part, “make or buy” decisions
also must be made with regard to manu
through research.
Designed cost objective—Having deter facture or purchase of certain parts. Avail
mined the approximate price for the prod able capacity, profitability of the operation,
uct, it is necessary to look toward the cost dependability of source and quality are all
objectives. The engineering or research de considered in these “make or buy” decisions.
partment, which is responsible for the en The purchasing department aids by furnish
gineering of the proposed product, is aware ing firm price quotations where available
of styling and performance factors but, and estimated prices for the balance.
usually, not of the pricing consideration. Direct labor bills—The industrial engineer
Accounting must, therefore, exercise con ing department, working from the bills of
trol all during the design stage to insure material and with the help of plant man
that the product, when finished, can be agement, develops labor standards for pro
sold profitably at a pre-determined price. duction. The time for each operation is
The engineers are given a cost target which calculated from historical data, time and
is called the “design cost objective.” In motion studies, methods time measurement
simple terms, this is the proposed total data, or other means. It is recognized that
cost plus the expected profit on the product. a plant will not operate at standard through
It is the engineers’ job, then to design a out the year because of unusual interrup
product that will provide the purchaser tions and the necessity of starting and
with quality and utility comparable to that finishing or balancing out the production.
found in competing products within its An off-standard allowance is therefore
price class and yet one whose production added for cost estimating and pricing pur
cost will not exceed the designed cost ob poses to calculate what is called the “total
direct labor bill.”
jective.
Cost Control during the engineering period Manufacturing overhead budget—The man
—This means constant attention to costs as ufacturing overhead budget is prepared by
the engineering is worked out in detail so department, and, in some cases, product
that the cost targets are attained and the where more than one product goes through
cost of engineering does not become pro a department. These budgets are then sum
hibitive.
marized by plant and division. The plant
Approval of the product and the final engi manager, with the help of the superintend
neering specifications—At this stage, the ents, foremen and the accounting organi
product is approved and finalized for re zation in the plant, must review and deter
lease to production for inclusion in the mine the cost to produce a given volume.
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Accounting assists in the determination of
fixed expense and establishment of variable
rates to be used for authorization of ex
pense during the production period.
Administrative and commercial expense
budgets—These can be roughly divided into
two broad categories: expenses incurred
by the staff and central administrative
groups that do not vary with volume except
over a long period of time (finance and legal
departments are examples of this activity) ;
operating type activities which are not
manufacturing in nature. (Examples, the
warehousing function and the distribution
of service parts and accessories).
The first type of expense; that is, the
staff and administrative is controlled
through fixed monthly budgets and the di
rector of each activity is required to es
timate the expense he will incur to carry
out his program during the ensuing year.
The budget for an operating type of ac
tivity, such as warehousing and distribution
of parts and accessories is a variable one
similar to that used for manufacturing ac
tivities. These budgets are developed at a
given volume and segregated between fixed
and variable expense. They are adjusted
throughout the year to actual volume for
control purposes. The budgets for all of
these activities are summarized and pre
sented to top management for approval.
Special tools—Special tools are those used
on specific production. Once purchased, the
tooling cost per unit is completely depen
dent upon the volume to be produced. In
the automobile business, this is a very im
portant expenditure since the expected sales
volume has a significant effect on the amount
of money the company can afford to put
into a tool bill. Twenty million dollars can
be spent for tooling a car with an expected
volume of 1,000,000 units. But $10,000,000
would be considered excessive for an es
timated volume of 50,000 units. The cus
tomers would be unwilling to pay the re
quired price in the latter case.
Engineering budgets—Engineering depart
ment budgets are estimated annually and
broken down by product. Each department
manager is provided with an estimate prior
to the start of the job so that he is able to
control the expenditures in connection with
a given job.
Facilities budget — The facilities cost is
controlled by an appropriation or expendi
tures committee to insure company-wide
coordination of all new facilities. The fact
that each program must be justified to a

committee of top executives insures care
ful consideration of all projects. Less costly
local expenses may be authorized by the
plant or division manager. The expense por
tion of the facilities budget to be completed
during a manufacturing year is included as
a part of the manufacturing overhead
budget.
Estimate of other costs—All other items of
cost are segregated at the beginning of the
year and are carefully segregated between
recurring and non-recurring expenses in
order not to set a historical pattern that
would lead to greater and greater expendi
tures each year.

Price Study and Profit Budgets
Phase three of the accounting control sys
tem covers the preparation of price studies
and profit budgets. This is simply the gath
ering together of revenue and cost factors
into a final cost estimate by product. Prod
uct cost is considered along with economic
and competitive factors in order that an
intelligent appraisal may be made before
prices are set. The profit budget is a sum
mary of profit and cost expectations by
area of management and responsibility. It
is used throughout the year as a measure
of management ability.

Financial Control During Production
The fourth phase is financial control dur
ing production. This consists of revenue
performance reports, unit cost reports, fore
casts, financial statements and cost perform
ance reports.
Market penetration—Market penetration is
one of the most important measures of sales
performance. Objectives for product sales,
as stated in terms of per cent of total
market as used in the profit budgets and
price studies, are an important yardstick
of control throughout the production year.
Unit costs—Monthly unit cost reporting
systems furnish costs on specific products.
They enable management to evaluate the
soundness of estimating and pricing and
provide a measure of the trend of current
costs. In addition, this type of information
furnishes a basis for future estimates and
sound pricing, and the unit cost reports
provide cost of material, labor, overhead and
other items of cost in sufficient detail to
permit a thorough analysis of cost trends.
Forecasts—The forecast and financial state
ments provide a regular review of the cur
rent month and year-to-date operations of
the company as well as a review of fore
10

casted operations for the future. Actual
results as recorded by the accounting state
ments are compared with the profit objec
tives and deviations are explained. The
trend of profits is reviewed and analyzed
in comparison with competition.
To summarize the case of the Ford Motor
Company in the last ten years, it is readily
apparent that cost control, profit respon
sibility and measurement of the company
progress as provided by accounting tech
niques contributed greatly to its conspicu
ous success.
Turning to a more general approach to
the role of accounting in management, the
observation can be made that dollars are
the least common denominator for the
measurement of business progress through
out the business world. Stated in another
fashion, the best common measure of a
business internally and with its competitors
is the dollars spent in order to earn money
for continuance of production; expansion
and modernization of processes and facili
ties; and payment to stockholders, banks,
and insurance companies for the use of
their money. The role of accounting in a
plant is to provide a complete dollar service
to production. This means that the account
ing dollar service assists the plant in the
process of converting raw materials into
finished goods. With this dollar service,
the finished goods end up as money in the
bank for the continuance of production and
expansion of the business.
Let us list some of the dollar services
which accounting performs on the plant
level:
Services Directly Related to Plant Opera
tion
1. Keeping records of production, scrap
losses, down time and related data.
2. Computing payrolls and keeping nec
essary payroll records.
3. Paying bills for production and non
production materials.
4. Cost control or compilation of costs
and measurement of cost performance;
special studies for use of management
in controlling expenses and providing
assistance in the establishment of sell
ing prices. This includes pointing out
cost increases promptly so that prices
may be adjusted as replacement costs
of inventory change.
5. Financial planning which translates
all operations in the plant into dollar
values for measurement of perform
ance against internal budget stand
ards. This means handling all cost ac

counting and general accounting opera
tions relating to production, warehous
ing, distribution, and commercial ac
tivities of the plant.
6. Maintaining plant property and equip
ment records and accounts, and assist
ing in the determination of realistic
depreciation rates.
7. Rendering invoices for goods shipped
and services performed, and maintain
ing accounts receivable records as a
basis for collections.
8. Verifying that materials have been re
ceived and services rendered; checking
vendors’ prices and certifying the cor
rectness of invoices.
9. Setting up, maintaining and coordinat
ing accounting records necessary for
the proper control of inventories.
10. Preparing and administering the nec
essary insurance for security of the
business, and promptly rendering
claims for losses.
General Services for Plant and Company
Operation
1. Preparing and interpreting general sta
tistics and special statistics such as
sales, investments, or production data
as required by company executives
and department supervisors.
2. Assembling necessary statistical data
for sales forecasts and aids in market
analyses.
3. Preparing tax reports for filing with
government agencies.
4. Supervising and administering com
pany investments and cash payments.
5. Keeping custody of investment securi
ties, assets and contracts.
6. Directing the company’s credit and col
lection activities.
7. Keeping capital stock records; issuing
stock certificates in the case of incor
porated companies.
8. Preparing all financial statements and
reports planned for the guidance of
management or publication to stock
holders, the public or governmental
agencies.
9. Analysis of profitability by product
lines and determination of return on
investment so that management makes
the most efficient use of the assets re
quired for production. This includes
determination of what assets are ap
plicable to product manufacture and
relation of profits to the value of that
investment in assets to ascertain which
products should be continued and which
(Continued on page 12)
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TAX NEWS_______________________
By LOUISE A. SALLMANN, CPA, Oakland, California
(2) Another Revenue Ruling says that
Sec. 337 does not apply to assets sold in
a bankruptcy liquidation, provided the
stockholders receive no dividends. Sec. 337
contemplates some distribution to stock
holders. If none is made the stockholders
pay no tax and if Sec. 337 applied the cor
poration would pay no tax either, a result
not intended under this section.
(3) Another Revenue Ruling discusses
the relationship between the benefits under
Sec. 337 and Sec. 172, dealing with the
carry-back of operating losses. Suppose
Sec. 337 provides relief to the corporation
on the gain realized in the sale of assets.
In the same year, if the corporation has
an operating loss will its carry-back benefits
be lost by absorption by the gain? This
Revenue Ruling says “no”—the gain will
be taxed to the stockholders, the carryback
will be available for use by the corporation.

Many of the so-called tax advantages
available under the 1954 Revenue Code (at
least from early interpretations) have sub
sequently been proved by regulation to
work to the taxpayer’s disadvantage. Un
fortunately, accountants have been forced
to apply the new code provisions to their
clients’ tax problems without benefit of
regulations or Revenue Rulings on specific
situations which are of an unusual nature.
One of the tax reliefs provided by the
1954 Revenue Code is to preclude double
taxation on the gain arising from the sale
of corporate assets during the course of
liquidation. Under the 1939 Code, if a cor
poration sold assets at a gain and then
liquidated, the gain was taxable to the cor
poration and then again to the stockholders.
Under the 1954 Code, only the stockholders
are taxed on the gain regardless of whether
the assets are sold by the corporation before
liquidation or by the stockholders after re
ceiving the assets in liquidation. This re
lief from double taxation is only available
if the assets are sold within 12 months
after adoption of a plan of complete liquida
tion and liquidation is completed within
this 12 month period. Of course the cor
poration is still taxed on its sales of in
ventory unless sold in bulk and on certain
installment obligations.
During a twelve month period all may
not progress as planned. The taxpayer may
be faced with unusual occurrences which
place him in a position where the new code
provision loses its beneficial nature. Three
new Revenue Rulings apply the provision to
specific situations which could arise during
a period of liquidation.
Of these new rulings, one works to the
taxpayer’s disadvantage, one is neutral and
the third preserves the tax relief provided
under this 1954 Code Provision Sec. 337.
(1) If during the 12-month period of
liquidation one of the corporation’s build
ings is destroyed by fire and the insurance
recovery is in excess of the basis, according
to the Revenue Ruling, the corporation
realizes a taxable gain as well as the stock
holder upon receipt of the proceeds in liqui
dation. The Revenue Ruling takes the posi
tion that the transaction is not a “sale or
exchange” and does not come within the
province of Sec. 337 which applies only to
sales or exchanges.

*

*

*

(Continued from page 11)

are not financially desirable. One prod
uct on which the profit in relation to
sales may be 10% may require so much
investment in facilities and assets that
the return on investment may be only
8%, while another product which only
indicates 6% on sales provides a 15%
return on investment. This is a fine
tool of accounting management which
has assisted progressive companies to
stabilize, diversify and expand.
It is, therefore, apparent that accounting
provides methods and means of controlling
the intricate and complicated operations of
modern business whether large, medium or
small. The techniques of accounting pro
vide the tools of measurements of progress
which have made it possible to organize in
our free enterprise system the cooperative
business units which have brought us to
our present high levels of property and
production.
Measurement of business progress, ac
counting and cost control techniques as
applied to operations, dollar services, and
the traditional accurate record keeping and
publishing of periodic statements—these
are the important elements of the role of
accounting in modern management.
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